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The Determinants of Privatization in Latin America 


GLEN BIGLAISER, BOWLING GREEN STATE UNIVERSITY 
DAVID S. BROWN, UNIVERSITY OF COLORADO, BOULDER 


Previous work on political institutions and economic reformprovide a number of testable hypotheses that have 
yet to be fully examined in a multivariate framework. The strength of the presidency, divided government, polit- 
ical polarization, fragmented legislatures, ideology, and democracy itself have all been forwarded as possible con- 
straints that influence the depth and speed of economic reform Using time-series cross-sectional data, we pro- 
vide a multivariate test of the impact these institutions have on privatization. Our findings suggest privatization 
is a unique process that should be analyzed separately from other economic re fo ms. More importantly, the results 
provide reasons to be optimistic: privatization can occur under a variety of different political institutions. 


ations undergoing democratization during the 

1980s and 1990s faced severe economic challenges 

that required painful remedies. As democratization 
proceeded, interested observers wondered whether elected 
officials could administer the medicine without jeopardizing 
their political survival. Interested in whether democratic 
institutions could withstand the waves of protest generally 
associated with austerity measures, scholars began to exam- 
ine more closely the relationship between democratization 
and economic policy (Callaghy 1993; Remmer 1986; Hag- 
gard and Kaufman 1989; Haggard and Kaufman 1992; Bates 
and Krueger 1993). Despite having received considerable 
attention, by the early 1990s little agreement existed on 
whether regime type influenced economic reform and eco- 
nomic performance (Sirowy and Inkeles 1990; Przeworski 
and Limongi 1993; Remmer 1990). The problem, some 
argued, was that previous work relied on distinctions, cate- 
gorizations, or classifications that were too simplistic: 
dichotomous classifications of regime type failed to capture 
important differences that existed within each category 
(Geddes 1995; Schneider 1995). 

Unsatisfied with the inconclusive empirical results, 
scholars began to look elsewhere for answers: a logical alter- 
native involved unpacking regime type. Attempts to dissag- 
gregate democracy helped motivate a new line of inquiry— 
the new institutionalism—which drew important 
distinctions among electoral systems, party structures, and 
legislative-executive relationships (Shugart and Carey 1992; 
Mainwaring 1993, Stepan and Skach 1993; Coppedge 
1999; Figueiredo and Limongi 2000; Ames 2000). The new 
literature posited that important sub-regime type factors 
including the degree of presidential authority (Haggard and 
Kaufman 1992, 1995: Remmer 1991; Nelson 1990), the 
relationship between the legislature and the executive 
branch (Milner 1997; Shugart and Carey 1992), the number 


NOTE: The authors would like to acknowledge the helpful comments of 
Miles Kahler, Marcus Kurtz, Greg Johnson, and the three anony- 
mous reviewers at the Political Research Quarterly. 
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of effective parties in the legislature (Ames 2000), and ideo- 
logical considerations (Sikkink 1991; Hall 1989; Goldstein 
and Keohane 1993) explained the government’ ability or 
inability to initiate important reforms. Drawing on many 
useful essays in the institutions literature (Alesina, et al. 
1999; Brown and Hunter 1999; Brune and Garrett 2000; 
Graham and Naim 1998; Pastor and Wise 1999; Remmer 
1998; Stokes 1999, 2001), this study provides a multivari- 
ate analysis of sub-regime type institutions and their impact 
on an important component of structural adjustment: the 
privatization of state-owned enterprises (SOEs). 

Despite significant movement toward a reduced state 
role in the economy, and resolute claims made by political 
leaders and policymakers in favor of state divestiture, the 
recent wave of privatization shows remarkable variation 
among Latin American countries. Some have engaged in 
extensive privatization while others continue to retain large 
state sectors. Privatization is inherently a difficult process. 
In addition to questions of national sovereignty, unemploy- 
ment, and regulation, politicians forfeit an important means 
of generating political support when they no longer control 
access to government employment. Given the difficulty 
associated with privatization, why are some countries better 
at it than others? 

Using Time-Series Cross-Sectional data for 16 Latin 
American countries between 1980 and 1997, this study 
shows that many of the institutional variables posited to 
have an effect on structural adjustment are not strongly cor- 
related with privatization. Specific institutional features may 
have played a role in specific cases of privatization; however, 
our results show that institutional constraints do not 
account for a significant degree of the variance in privatiza- 
tion across the region as a whole. Although paired compar- 
isons will surely reveal that in some cases specific institutional 


! For an excellent overview on recent privatization in Latin America, see 
Manzetti (1999). 

* The goal of this araticle is not to engage in a normative debate about the 
potential benefits of rapid and extensive privatization of SOEs. Instead, 
this study paper seeks to explain why there are differences in state 
divestiture given the recent interest in selling off state assets by nearly all 
Latin American countries. 
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forms were key in determining outcomes, the strength of 
the presidency, fragmentation of the legislature, polarization 
of the political spectrum, whether government is divided, 
the executive’ political ideology, and democracy itself all 
have relatively little, if any, impact on the rate of privatiza- 
tion. Two variables are correlated with privatization: one 
economic and one political. On the economic side, rising 
debt burdens within the state sector have a negative impact 
on the sale of state-owned enterprises. On the political side, 
there is what we call a reverse honeymoon effect: significant 
privatization does not occur until the third or fourth year of 
a president’s term in office. That privatization occurs rela- 
tively late in the presidential term belies the long and ardu- 
ous road to reducing the state’s role in the economy. The 
delay results, we argue, from the many intermediate steps 
that must be taken in a privatization program. 

The implications our findings hold for work on the 
interaction between political institutions and structural 
adjustment are important. First, privatization is a process 
that inherently takes more time and requires more institu- 
tional resources than other structural adjustment reforms. 
Our research implies these requirements must be consid- 
ered when evaluating the impact political institutions have 
on initiating and sustaining neo-liberal reforms. Second, 
and more importantly, the results provide reasons to be san- 
guine about reform in Latin America. Our findings suggest 
that political fragmentation, polarization, divided govern- 
ment, executive ideology, a weak presidency, and more open 
forms of political representation need not preclude coun- 
tries from achieving significant economic reform. 

In section one, we discuss the possible determinants of 
privatization, identifying the hypotheses we test in our 
empirical analysis. Issues of model specification are pre- 
sented in section two. The results are presented in section 
three. We provide an explanation for the results in section 
four along with an illustrative example of privatization in 
Latin America. Section five concludes the article. 


DETERMINANTS OF PRIVATIZATION 


In the literature on privatization, both microeconomic 
and macroeconomic variables are used to explain differ- 
ences in the size of the state sector. Some economists focus 
on inefficiency, arguing that microeconomic factors help 
explain the sale of state assets (Vernon 1988; Boeker 1993; 
Duron 1994). Inefficient SOEs contribute to increasing 
debts, inhibiting developing countries from achieving sus- 
tained economic growth (Beinen and Waterbury 1989). 
Facing poor economic performance, policymakers are com- 
pelled to liquidate state assets (Van de Walle 1989).* 


> As Vernon (1988: 4) points out, SOEs contributed heavily to the cash 
deficits of developing governments. 

* See also Ramirez (1994), who asserts that policymakers claim to priva- 
tize state enterprises because of poor performance, but who offers other 
reasons to explain state divestiture. 


Others claim that macroeconomic factors, including 
total external debt, current account balances, inflation, and 
gross domestic product per capita, affect privatization. 
Whether the result of strong pressures from the IMF or 
World Bank (Kelly 1996; Wint 1996), or of domestic polit- 
ical forces (Haggard and Kaufman 1995), countries use pri- 
vatization to repay loans, reduce government debt, and limit 
current account balance deficits (Ramamurti 1992; Ridley 
1994).° Alternatively, policymakers sell unprofitable enter- 
prises to reduce public spending, an important cause of 
inflation.© A country’s per capita gross domestic product 
(GDP) may also explain the rate of privatization. Higher 
income countries usually have more potential domestic 
investors to purchase state assets, limiting opposition from 
those who fear foreign ownership. 

Contemporary political economy offers several political 
explanations. Many scholars focus on the importance of 
state autonomy and insulation for providing the capacity to 
initiate privatization reforms. Because privatization not only 
draws protests from state workers and nationalists (Beinen 
and Waterbury 1989) but also limits political patronage 
opportunities for politicians (Geddes 1994), political lead- 
ers and their policymakers require some form of insulation. 
Haggard and Kaufman (1995) contend that the successful 
initiation of liberalization reforms depends on a centralized 
executive authority that uses constitutional provisions and 
emergency powers to bypass pluralist pressures usually hurt 
by extensive reforms.’ The consolidation of reform, by con- 
trast, rests on reducing the executive’s power through the 
evolution of stable bases of social support, coming mainly 
from political parties. 

Similarly, Mainwaring and Shugart (1997) argue that a 
“strong” executive facilitates the initiation of market refomms. 
They also emphasize the need for the president and majority 
of the legislature to come from the same party to remove 
obstacles to initiating and consolidating reforms Ultimately, 
they support Haggard and Kaufman’ claim that political par- 
ties affect whether market re fo mms are implemented. 

Complementing state autonomy arguments, some claim 
that regime type matters. Military regimes are expected to 
enjoy advantages because they can ignore or repress the 
protests usually associated with privatization (Beinen and 
Waterbury 1989). Alternatively, others argue that a honey- 
moon period provides newly elected officials with a certain 
degree of insulation from popular pressures. Political lead- 
ers have more “freedom of political maneuver” immediately 


wu 


In addition, policymakers may initiate privatization reforms as a signal 
to international lending agencies and foreign investors that the country 
is serious about stabilization reform in order to attract capital (Rama- 
murti 1996). 

According to Molano (1997: 33), “The driving force behind the escalat- 
ing fiscal deficit and mounting inflation [in Brazil] was the huge and 
inefficient state sector.” See also Naim (1993). 

Also see Nelson (1990) and Remmer (1991) who claim the importance 
of a centralized executive for the implementation of market-oriented 
reforms. 


a 


~ 
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after taking office, blaming the outgoing government for its 
problems in addition to having a longer time horizon.® 

Unlike political capacity arguments, the political will of 
the incoming government may also explain differences in pri- 
vatization. Based on their ideological predisposition, left-lean- 
ing executives are expected to oppose privatization because of 
job losses to state workers that result from the private sectors 
focus on efficiency and economic profits. Drawing on work of 
Manzetti (1999), the ideological willingness of political lead- 
ers is crucial for the implementation of reforms. Manzetti 
(1999) also maintains that there are possible interactions 
between political capacity that promotes state autonomy and 
the ideological willingness of political leaders to favor privati- 
zation. For example, certain institutions may provide impor- 
tant advantages for enacting liberal reforms but only when 
politicians with a predisposition towards reform are actually 
in office. Work on vote switching complements these ideo- 
logical discussions. As Stokes (1999, 2001) argues, politicians 
will engage in vote switching, adopting policies that appear to 
go against the perceived ideological predilection of politicians 
and voters, because the long-term effects of these policies 
sene the interests of citizens. 

Do empirical data substantiate the claim that microeco- 
nomic or macroeconomic factors explain differences in pri- 
vatization? Or, do political factors explain privatization in 
Latin America? A rigorous test of these hypotheses is neces- 
sary to understand why some countries are able to imple- 
ment their policy preferences while others continue to fall 
short of their goals. 


MODEL SPECIFICATION 
Dependent Variable 


The dependent variable we use is the amount of state- 
owned enterprises in economic activity as a percentage of 
GDP for 16 Latin American countries from 1980-1997. ° 
This variable measures the minority and majority share held 
by the government in several economic sectors including 
utilities, transport, manufacturing, finance, and telecommu- 
nications for each country.'° The profile of economic enter- 
prises held by each government no doubt varies, making pri- 


8 See Williamson and Haggard (1994), who elaborate on this and many 
other explanations for policy choice. 

Economic activity is the value added of state enterprises. It should be 
noted that with the exception of Chile most other Latin American coun- 
tries did not consider privatization until the mid-1980s. Although Chile 
served as a harbinger for divestiture, the great differences in the rate of 
state sell offs in Latin America between 1980 and 1997 suggest that 
policy diffusion is not a powerful determinant of privatization. If diffu- 
sion played such a pivotal role, we would expect similar levels of 
divestiture, which is not found here. 

There may be some concern that the amount of state-owned enterprises 
in economic activity is not the best measure of privatization because it 
could also be influenced by world price oscillations for the SOE com- 
modity or because of differential growth performance between public 
and private enterprises. In terms of world price fluctuations, with a few 


9 


vatization in some countries easier than in others. For exam- 
ple, the difference in growth performance between state and 
private enterprises may vary from one country to the next. 
Recognizing these potential differences, we use fixed-effects 
models which limit the focus to within-country variation. By 
using fixed-effects, these potential unaccounted for differ- 
ences between countries will not bias our results.!! Subse- 
quent analyses of our results, however, indicate the findings 
we report below do not depend on the fixed-effects estima- 
tion. Since we are ultimately interested in the rate of privati- 
zation, we subtract last year’s value from this year’s to meas- 
ure directly whether the state sector is growing or is in 
decline. The variable ranges from a low of —6 percentage 
points which was recorded in Mexico (1988) to a high of 9 
percentage points which was recorded in Venezuela (1989). 
Our analysis includes all the cases for which data are avail- 
able, and these represent a good cross-section within the 
region. In addition, these countries attempted to initiate pri- 
vatization measures at some point between 1980 and 1997, 
with some having more success than others in achieving 
their proclaimed divestiture goals. The World Bank’s World 
Development Indicators (1999) and Bureaucrats in Business 
(1995) provide data for all the countries under review. 


Independent Variables 


External Debt of Public Enterprises: The external debt of 
public enterprises is the main microeconomic constraint 
posited by the literature. Inefficient SOEs are a drag on the 
countrys fiscal accounts and contribute to increasing exter- 
nal debts. Monies that could be used to promote economic 
growth and development more generally are wasted on state 
enterprises that provide poor service at high cost. These 
inefficiencies generate interest in state divestiture. Because 
they are not susceptible to market forces, and are cushioned 
by the state’s obligation to pay for any losses, these incen- 
tives contribute to waste in the public sector. However, find- 
ing potential buyers for highly leveraged SOEs is difficult. 
Potential investors are reluctant to take on the responsibil- 
ity of servicing high levels of debt incurred previously by 
the enterprise up for sale. There are reasons, then, to think 
that the relationship between the external debt levels of 


exceptions, such as oil and copper, most SOE commodities are not pro- 
duced for the world market. Instead, these commodities supply the 
domestic market, which reduces anxiety that world prices affect state 
economic activity. As far as differential growth performance, it is true 
that malperformance of SOEs may contribute to a drop in SOE eco- 
nomic activity as a percent of GDP. Fortunately, however, during the 
years we are studying, poor economic performance for SOEs was the 
norm. Although not perfect, this measure captures the key trend toward 
privatization in Latin America. 
Fluctuations in commodity prices might also affect the valuation of the 
state-owned sector. Although the majority of state-owned economic 
activity is not involved with commodities that trade in the world market, 
we estimated the model using year dummies as well. Including year 
dummy variables in the model accounts for things like temporal shocks 
associated with possible fluctuations in commodity markets. Our inclu- 
sion of the year dummy variables had no effect on our estimates. 
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public enterprises and privatization can be positive or neg- 
ative. To measure the effect of state sector debt levels on pri- 
vatization, we use the World Development Indicators 
(1999) overall balance before transfers for state-owned 
enterprises as a percentage share of GDP These balances 
serve as a proxy for the external debt of public enterprises, 
as larger balances are transferred to those SOEs operating 
deeper in the red. World Bank data measures the overall bal- 
ance before transfers, which is the sum of net operating and 
net nonoperating revenues minus net capital expenditure. 


Total External Debt and Current Account Balance 


Total external debt and current account balances are two 
macroeconomic variables that are often used to explain pri- 
vatization (Haggard and Kaufman 1995; Ramamutrti 1992). 
High levels of total external debt and current account bal- 
ances encourage privatization. Proceeds from the sale of 
SOEs provide revenue to pay creditors. Reducing the debt 
load improves the country’ credit rating, which helps to 
secure lower interest loans. The sale of loss-producing 
enterprises from the books also improves the current 
account balance. These sales bring money into the govern- 
ment’ depleted coffers, while at the same time not creating 
additional deficits for the state. Total external debt and cur- 
rent account balance data are taken from World Develop- 
ment Indicators (1999). Total external debt is defined as the 
sum of public, publicly guaranteed, and private nonguaran- 
teed long-term debt, IMF credit, and short-term debt. The 
current account balance is the sum of net exports of goods 
and services, income, and current transfers as a percentage 
of GDP. We obtained the current account balance data from 
the World Development Indicators (1999). 


Inflation 


Governments facing increasing inflation are often com- 
pelled to cut government spending. Facing the need to cut 
spending, governments are forced to privatize SOEs that 
absorb increasing flows of government revenue. One way 
governments can generate additional revenue in the short- 
term is to privatize SOEs. Consequently, inflation serves as 
an important proxy, indicating the degree to which govern- 
ments might be under pressure to privatize industry. To 
operationalize inflation, we take the log of the consumer 
price index (CPI): the cost to the average consumer of 
acquiring a fixed basket of goods and services. We use the 
log of inflation because in raw form, the variable is skewed: 
there is a significant differnce between the smallest 
values—where most of the distribution lies—and the largest 
values (the mean value is 44 percent with a standard devia- 
tion of 45 percent and a maximum of 299 percent). Logging 
the variable ensures that the outlying values around 299 
percent do not place any undue influence on the results. 
Logging the variable also has a theoretical justification: a 20 
percent point increase from 4 percent to 24 percent has a 
much different impact than a 20 percent point increase from 


279 percent to 299 percent. For these reasons (both theo- 
retical and data-analytic), we logged the variable. We ran the 
same regressions with the un-logged form of the variable 
and found it had no significant impact on the estimates 
either substantively or statistically. We obtained estimates of 
inflation from the World Development Indicators (1999). 


GDP per Capita 


We use GDP per capita as a proxy for income levels. As 
Brune and Garrett (2000, 12-13) argue, wealthier countries 
can more easily afford privatization because they are “better 
positioned to offset dislocations by compensating those who 
are adversely affected by privatization programs.” Alterna- 
tively, the better legal institutions and availability of domes- 
tic capital associated with more developed economies may 
encourage relatively high rates of privatization. Legal insti- 
tutions that promote secure property rights—a more 
common feature in wealthier countries—attract potential 
investors. In addition, the lack of adequate domestic finan- 
cial resources fuels opposition from local interests. Opposi- 
tion to privatization will likely decrease as more domestic 
groups compete in the bidding process. GDP per capita 
based on purchasing power parity, is taken from World 
Development Indicators (1999). 


Regime Type 


In addition to economic factors, we examine the impact 
of democracy on privatization.’ Some argue that under 
more authoritarian forms of rule, politicians are able to 
undergo the more difficult economic reforms associated 
with privatization—Pinochet’s Chile is often cited as an 
example. Removed from the need to formulate policy in 
accordance with the public’ sentiment, authoritarian rulers 
can adopt the usually unpopular policies to decrease the 
state’s involvement in the economy. To test that theory, we 
include a measure of democracy in our model. Do the elec- 
toral constraints associated with more open forms of politi- 
cal representation affect the rate of privatization? We use the 
latest version of Gurr’s Polity data (Polity IV) to operational- 
ize democracy. Gurr’s measure of democracy is based on 
three interdependent elements: (1) the competitiveness of 
political participation; (2) the openness and competitive- 
ness of executive recruitment; and (3) the level of con- 
straints on the chief executive.!° Based on these institutional 
dimensions, Gurr produces two separate variables that indi- 
cate the degrees of authoritarian (AUTOC) and democratic 
(DEMOC) rule. Both variables range from 0 to 10, with 10 


2 Since democracy could be correlated with some of the sub-regime type 
factors we are examining, we ran the same regressions and battery of 
diagnostic tests without the democratic variable. The results were not 
affected. We also limited the analysis to the democratic cases. Again, 
limiting the sample had no impact on the estimates reported in Table 1. 

‘5 For a detailed treatment of the theoretical basis of the Gurr measure see 
Eckstein and Gurr (1975). 
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representing the most authoritarian or most democratic 
score. Some countries may have fairly high democratic 
scores (6-8), while simultaneously registering non-zero 
scores on the authoritarian scale (anywhere from 0-2). To 
produce a more continuous measure that helps distinguish 
many of the Latin American cases from each other, we 
follow Londregan and Poole (1996) by subtracting Gurr’ 
AUTOC score from his DEMOC score, producing a measure 
of democracy that ranges from 10 to -10 (10 being the most 
“democratic” score). As a result, in cases where the DEMOC 
score is 8 while the AUTOC score is 1, the total democracy 
score will be 7. This helps to draw a slight distinction 
between the aforementioned scenario and one in which the 
DEMOC score is 8 while the AUTOC score is 0, resulting in 
a democracy score of 8. To check whether our results were 
generated by Londregan and Poole’ operationalization of 
democracy, we estimated every regression using AUTOC 
and DEMOC separately. Using AUTOC and DEMOC in 
each regression separately had no impact on our estimates. 


Centralized Executive Authority 


Arguments focusing on centralized executive authority, 
a key component of Haggard and Kaufman's explanation for 
the initiation of market reforms, suggest that executives 
need constitutional provisions and emergency decree 
powers to bypass interests hurt by privatization. In contrast 
to weak executives, centralized authority enables executives 
to overcome political stalemates and impose their will on 
potential bureaucratic and legislative opposition to privati- 
zation. Centralized executive authority limits the number of 
veto points that groups can lobby and increases presidential 
autonomy. We design a measure based on Carey, Amorim 
Neto, and Shugart’s operationalization of centralized execu- 
tive authority (1997, appendix). Strong executive powers 
are normally tied to the president’ control over legislation. 
Executive dominance includes veto, partial veto, and decree 
powers, as well as the exclusive right to initiate legislation in 
certain areas along with referenda power. The scale also 
records whether the president has authority over cabinet 
formation and dismissal in addition to the assembly's 
authority to censure a minister or cabinet. Each of these 
measures is rated between 0 and 2, with the greatest execu- 
tive powers for any measure scoring 2. The total executive 
power scale ranged from 8 to 16, suggesting that significant 
variation existed among Latin American presidents. 


Polarization and Fragmentation 


Haggard and Kaufman as well as Mainwaring and Shugart 
argue that the political polarization and fragmentation of the 
legislature are major obstacles to reform. By fragmentation, 
they mean the effective number of parties competing for 
votes. It is assumed that more political parties create impedi- 
ments to the coordination required to initiate and sustain 
policy refoms. Multiparty systems compel contending par- 
ties to share power under coalition governments. These coali- 


tions undermine the capacity of central authorities to under- 
take unpopular state divestiture. To measure party fragmen- 
tation, Haggard and Kaufman calculate the inverse sum of 
squares of the vote going to each party. We use the inverse 
sum of squares for Latin America’s parliamentary elections 
between 1980 and1997 to assess fragmentation. 

By polarization, Haggard and Kaufman refer to the ide- 
ological distance among parties. Polarization (i.e., the pres- 
ence of leftist parties) makes privatization difficult. Conven- 
tional wisdom holds that leftist parties usually oppose 
privatization because of its negative impact on employment 
(Roberts and Arce 1998; Cukierman and Tommasi 1998). 
Privatization frequently contributes to unemployment in the 
state sector, an important constituency for the left. There- 
fore, to protect their share of the vote, leftist parties usually 
oppose privatization. To measure polarization we recorded 
the vote won by the left in the parliamentary elections 
between 1980 and1997. 


Ideology 


Linked to polarization is the notion of executive ideology. 
Just as leftist parties affect policy re forms, the president's ide- 
ology also influences the willingness to privatize. Politicians 
do not come in with the same ideology. Based on their ideo- 
logical predilections, some executives oppose denationaliza- 
tion, which hampers efforts to place state sell-offs on the 
agenda. Political calculations made by executives also affect 
their policy choices. To control for politician’s preferences, 
we include a variable in the model that categorizes politi- 
cians along a left-right continuum. To measure the effect of 
ideology on privatization, we reviewed the executive party's 
ideological leanings between 1980 and 1997 as recorded by 
Coppedge (1997) and Political Handbook of the World (var- 
ious years). The scores of 1-5 are equivalent to Coppedge’s 
categories of right (score of 1), center-right (score of 2), 
center (score of 3), center-left (score of 4), and left (score of 
5). Because none of the executives in our sample are 
regarded as left, our scores range from | to 4. 


Divided Government 


Because of the high political costs associated with priva- 
tization, state divestiture is greatly facilitated when the pres- 
ident’s party holds a majority in the legislature. When a 
president and a disciplined majority of the same party hold 
the legislature, presidents can more easily push their policy 
agenda. The president should expect agreement with legis- 
lators elected under the same party name (Mainwaring and 
Shugart 1997: 403). In divided or coalition governments, !* 
however, where the president's party represents a minority 
in the legislature, opposition parties are less likely to serve 
as legislative allies. If the president’s policy goals include 


+ For more details on the recent growth of coalition governments in Latin 
America, see Altman (2000); Amorim-Neto and Santos (2001); Corrales 
(1998); Foweraker (1993); Stokes (1999). 
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state divestiture, opposition parties may impede privatiza- 
tion legislation from getting passed. To measure the effect of 
the executive party’ holding a majority of seats in the legis- 
lature, we combined data from the Political Handbook of 
the World (several years), Mainwaring and Scully (1995), 
and Mainwaring and Shugart (1997). A score of 0 indicates 
that the executive's party does not hold a majority of seats in 
parliament in a particular year. A score of 1 indicates that 
the party holds a majority in the legislature. 


Honeymoon 


The honeymoon hypothesis suggests that timing is 
everything. Privatization occurs immediately after a change 
of government because political leaders have more room to 
maneuver politically, as they have longer time horizons and 
can blame the outgoing government for their problems. For 
instance, most Latin American countries adopted inward- 
oriented economic development policies based on import- 
substitution industrialization (ISI) in the 1940s—1970s pro- 
ducing trade and fiscal deficits. The bankruptcy of the ISI 
model provided strong incentives for incoming govern- 
ments to consider alternative economic strategies while 
blaming the outgoing government for their short-term dis- 
locations. In addition, the political legitimacy afforded the 
newly installed governments following their electoral victo- 
ries provided a popular mandate to implement neo-liberal 
reforms. To evaluate the honeymoon hypothesis, we col- 
lected data on elections from the Political Handbook of the 
World (several years), Mainwaring and Scully (1995), and 
Mainwaring and Shugart (1997). These sources detail polit- 
ical alternation for all of the countries in our sample. The 
variable simply counts the number of years a particular 
president has served in office (the count does not revert to 
zero for re-elected presidents). 


Model 


The data form a time-series cross-sectional (TSCS) 
unbalanced data set for 16 Latin American countries with 
multiple annual entries ranging from 1980 to 1997. Because 
the data are TSCS, auto-correlation and heteroskedasticity 
are a concern: OLS estimates will give biased estimates of 
the parameter’s standard errors. Estimates of the standard 
errors may be misleading due to panel heteroskedasticity or 
spatial correlation of the errors. Beck and Katz (1996) 
advance a solution that addresses these problems while 
using OLS with panel corrected standard errors (PCSEs) 
once serial correlation has been removed from the distur- 
bances. Since our interest lies exclusively in the short-term 
effects of political institutions on the rate of privatization 
rather than the level of state involvement in the economy, 
our model conforms to one of Beck and Katz's solutions to 
the problem of autocorrelation: first-differencing the 
depending variable. Therefore, the dependent variable rep- 
resents last year’s level (t-1) of state involvement in the 
economy minus this year’s (t). A positive value, therefore, 


reflects there has been some privatization. Even though the 
basic model we estimate uses a first-differenced dependent 
variable, it is important to note that our results are not 
dependent on the first-differencing recommended by Beck 
and Katz. In addition to the model specified below, we ran 
the same regression using a lagged dependent variable on 
the right hand side of the equation. The lagged dependent 
variable was not statistically significant nor did it have any 
impact on the results we report. In all estimations we used 
OLS to calculate the coefficients and used PCSEs to estimate 
their significance. Consistent with Beck and Katz’ prescrip- 
tion, we used fixed effects by including country dummies in 
every regression. Our results are not dependent on the use 
of fixed effects: the same results are generated when all of 
the data from each country are pooled. Random effects 
models produced similar results as well. 

Note that the economic variables are lagged one year. 
Here we followed the approach of Hicks and Swank (1992). 
To avoid “Specification searching” for optimal lags, we 
lagged all the control factors one year. This is realistic since 
economic developments take time to affect political deci- 
sions and policy outcomes. It also makes the model's direc- 
tion causality explicit: if the independent variables in year t- 
1 are correlated with this year’s spending, then we can infer 
with greater confidence that the direction of causality is in 
fact running from the factors specified on the right hand 
side of the equation to the dependent variable on the left- 
hand side. The model is specified as follows: 


SOE/GDP, — SOE/GDP,_, = a + b, External Debt of SOE,_, 
+ b, Total External Debt, , + b, GDP per capita,_, 

b, Inflation, , + b; Current Account Balance, , 

b, Presidential Power, + b, Divided Government, 

b, Party Fragmentation, + b, Polarization, 

b, Democracy, + b,, Ideology, 


+ + + + + 


b,, Country Dummies + e. (1) 


Coefficients from the model specified above will give us esti- 
mates of the correlation between a number of political vari- 
ables and the amount of privatization undertaken in a given 
year, controlling for a number of economic factors. 


RESULTS 


Results for the estimates generated by the model above 
are reported in Table 1. To demonstrate the stability of the 
results with respect to the specification of the model, we 
p resent results from 3 diffe rent models: OLS Fixed Effects, 
Random Effects, and OLS Fixed Effects with PCSEs. We 
also performed a modified Jacknife of each re gression by 
removing each country and re-estimating the model. The 
results reported below did not depend on the inclusion or 


1 We estimated models with a lagged dependent variable in two ways: 1) 
the first-differenced dependent variable on the left hand side and its lag 
on the right hand side of the equation; 2) the level of privatization on 
the left hand side and its lag on the right hand side of the equation. 
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= TABLE | 


REGRESSION RESULTS FOR THREE TSCS MODELS OF THE CHANGE OF 
THE STATE SECTOR ON A VARIETY OF ECONOMIC AND POLITICAL VARIABLES. 


(1) (2) (3) 
OLS Fixed Effects 
OLS Fixed Effects Random Effects with PCSEs 
SOE Debt, , ~0.222 ~0.075 ~0.222 
(0.078)** (0.042 (0.088)* 
Total External Debt,_, 0.347 —0.040 0.347 
(1.138 (0.155 (0.992 
GDP per capita,_, 1.300 0.448 1.300 
(1.344 (0.450 (1.003 
GDP/capita Growth,_, —0.042 —0.055 —0.042 
(0.032 (0.028 (0.028 
Inflation,_, 0.022 0.009 0.022 
(0.065 (0.030 (0.064 
Balance of Payments,_, —0.073 —0.095 —0.073 
(0.044 (0.035)** (0.042 
Democracy-Autocracy, —0.001 0.026 —0.001 
(0.049 (0.033 (0.043 
Divided Government, —0.754 —0.576 —0.754 
(0.497 (0.347 (0.561 
Polarization, 3.432 —0.921 3.432 
(2.817 (0.948 (2.475 
Fragmentation, —0.117 —0.067 —0.117 
(0.184 (0.120 (0.199 
# of Years since Election, —0.257 —0.235 —0.257 
(0.098)** (0.094)* (0.092)** 
Ideology, 0.030 0.053 0.030 
(0.203 (0.147 (0.190 
Constant 19,273 2.122 =19973 
(25.752 (2.792 (20.786 
Observations 162 162 162 
R-squared 0.26 


Standard errors in parentheses: * significant at 5 percent level; ** significant at 1 percent level. 


exclusion of any country’s cases.!© Of the economic vari- 
ables included to control for the current state of economic 
affairs in the country, the amount of public sector debt is 
the only variable that shows a strong and significant asso- 
ciation with privatization. 

The coefficient for the public sector debt variable is neg- 
ative and statistically significant, indicating that as public 
sector debt falls, countries are more likely to embark on pri- 
vatization. The remaining economic variables—total exter- 
nal debt, GDP per capita, GDP growth, the current account 


‘© We also altered the specification of the model by including the lagged 
value of the state sector as a percentage of GDP to test whether having 
a relatively large state sector allowed more privatization. Including the 
lagged value of the state sector as a percentage of GDP did not have an 
effect on the results reported in Table 1. 


deficit, and inflation—show no strong correlation with pri- 
vatization. This makes sense since we have limited the 
analysis to within-country variance.’ Of the political vari- 
ables, only the honeymoon variable shows any correlation 
with privatization. The term ‘honeymoon’ actually turns out 
to be somewhat of a misnomer. The negative sign on the 
coefficient indicates that there is no honeymoon: privatiza- 
tion is more likely to occur in the latter stages of a presi- 
dent's term in office. To be more specific, our estimates 


'7 Since some of the institutional variables remain fairly constant over 
time, inclusion of the country dummy variables in the model might 
diminish their importance. To test whether our results were generated 
by the inclusion of country dummy variables we estimated the same 
regressions without them. With the country dummy variables removed, 
our estimates remained unchanged both in substance and significance. 
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s u ggest relatively little privatization will occur during the 
first year or so of any given President's term. Privatization 
will develop in the third year and expand in subsequent 
years of the Presidents term. When the next president 
assumes office, the speed of privatization will slow during 
the first two years of the term. Although the reverse honey- 
moon effect may diminish when an incoming president 
fully intends to continue an already developed process of 
privatization (e.g., the incoming president may be from the 
incumbent’s party), a slowdown in privatization may still 
occur for other reasons.'® Regardless of the president’ ide- 
ology or party affiliation, new political appointees are put in 
place, requiring some period of familiarization with the cur- 
rent bureaucracy. Moreover, in most Latin American coun- 
tries, each new presidential election brings a new distribu- 
tion of seats to the legislature. Consequently, new pacts and 
agreements must be re-drawn. Both processes serve to make 
elections a disruptive process for privatization. 

How difficult is taking significant steps in privatization 
within the first few years in office? During the election year 
and the year following, the model predicts that the size of 
the state sector will actually grow—predicted values for year 
O and year 1 are positive when holding all other variables 
constant at their mean values. Not until the second year fol- 
lowing an election does the model predict any privatization 
will occur. The estimates indicate that in the year after an 
election, the state sector—as a percentage of GDP—will 
grow by .08 percentage points. 

In the second year after an election, the state sector is 
predicted to decrease by .18 percentage points (95 percent 
confidence interval; —.21 and .36). Not until the next year 
does privatization increase by a substantial amount: .43 per- 
centage points (95 percent confidence interval; -.79 and 
—.05). In Brazil, with an economy of just over $1 trillion 
dollars in 1997, the model predicts that in the third year of 
a presidential term, proceeds from privatization will come 
close to roughly $4.9 billion dollars. To put this amount in 
perspective, it represents roughly half of the $9.8 billion 
dollars received from the sale of a majority stake in Brazil's 
mining concern: Companhia Vale do Rio Doce; CVRD. 

Before proceeding to the discussion of our findings, a 
brief word on the stability of our results is in order. There are 
three alternative specifications of the model that may have an 
impact on our results: (1) controlling for time might yield 
different estimates since the time period for which data are 
available represents such a unique period (the first half of the 
period is marked by wrenching economic crisis, followed by 
a very slow and gradual recovery), (2) controlling for inter- 
national forces such as compliance with IMF standby agre e- 
ments may have an effect on our estimates; (3) perhaps insti- 
tutions only expedite privatization when politicians with 


‘8 In our model, the honeymoon variable does not revert to zero on the 
first year of a re-elected president. Instead the honeymoon variable 
records how many years a specific president has been in office. Presi- 
dents that leave office and then return start with a fresh clock: the vari- 
able reverts to zero. 


neo-liberal views occupy office (an interactive effect between 
ideology and institutions). We address all of these concerns 
with alternate specifications of the basic model. 

To address the time period concern, we introduced a 
dummy variable that recorded 1 for cases after 1989 and 0 
for cases before 1990. Including the dummy variable had no 
impact on the results. We also included a time variable that 
recorded the year. Again, including the year variable had no 
impact on our results. Finally, we included year dummy 
variables along with the country dummy variables in order 
to capture specific year effects. Including the year dummies 
had no effect on the estimates. 

To address the possible impact of international con- 
straints, we collected data from the IMF indicating which 
countries were under standby agreements in any given year. 
Including a dummy variable that records whether a country 
was under an IMF standby agreement for any given year had 
no impact on the other coefficients nor was its coefficient 
significant. We also included a variable that recorded the 
amount borrowed from the IMF: again, this had no effect on 
our results. Finally, to check whether there is an interactive 
effect between ideology and institutions, we interacted the 
ideology variable with all of the institutional variables. Even 
after interacting ideology with regime type, polarization, 
fragmentation, honeymoon, and strength of the presidency, 
results from the basic model were confirmed. 


DISCUSSION 


How do we account for the pattern that emerges from 
the statistical estimates? First, why is privatization more 
likely under decreasing public sector debt? Second, and 
contrary to the honeymoon hypothesis, why is privatization 
more likely to occur in the latter stages of a politician’s term 
in office? The model and its estimates presented above are 
designed to say more about whether certain political insti- 
tutions influence the degree of privatization and less about 
what accounts specifically for the variance in outcomes. The 
model suggests that inter-country differences that were not 
formally included in the model but were picked up in the 
country dummy variables are important. Important country 
differences in the profile of the state-sector, for example, 
may go a long way in accounting for the high degree of vari- 
ance in privatization. Further investigation is required in 
order to systematically account for the variance in privatiza- 
tion, nevertheless, we can forward some plausible explana- 
tions that account for the strong patterns elicited in the 
regression analysis. 

A high debt burden in the parastatal sector is one of the 
biggest obstacles to privatization (Klenk et al. 1995). As our 
results imply, privatization is much less likely to occur when 
state firms are holding relatively high levels of debt. 
Investors are reluctant to purchase enterprises that carry sig- 
nificant debt: they are simply not willing to assume the 
additional burdens associated with carrying the existing 
debt unless there is some form of compensation. If the state 
can settle the company’s accounts, it will accelerate the 
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valuation of a given enterprise and attract potential 
investors (Klenk et al. 1995: 69). 

In addition to the strong relationship between the state 
sector's debt burden and privatization, the coefficient on the 
honeymoon variable implies it is difficult for presidents to 
privatize during the first year or two of their administra- 
tions. Although there may be a political opening during the 
first few months of a president's term, privatization is a 
process that requires a variety of intermediate steps that can 
delay the sale of state-owned firms. Let us discuss a few of 
the key elements that comprise the process of privatization. 

First, the state often finds it necessary to compile a sig- 
nificant amount of information regarding the operation of 
the business before the actual sale. This information is then 
made available to potential investors, including a descrip- 
tion of the facilities and available capital equipment. Poten- 
tial investors also require descriptions of the workforce, the 
associated employment levels, in addition to the available 
products, size, and composition of the company’s major 
market areas (Miller 2000). Depending on the size of the 
firm and the characteristics of its products and markets, the 
valuation process can take months or even years. Before the 
actual bidding ever takes place, a regulatory framework 
must be in place, which can require significant legislation. 

The privatization process also can continue even after 
potential investors have placed their bids. After the bids are 
tendered, governments evaluate the offers on a number of 
dimensions. In addition to price, the government considers 
the schedule of payments and how the purchase is financed. 
The government also tries to determine whether the 
investor will bring new technology or new equipment into 
production. The staffing plans are also an important consid- 
eration since governments are particularly sensitive to 
increased rates of unemployment. The evaluation of these 
bids is often followed by a detailed negotiation that can take 
considerable time. Indeed, negotiations sometimes break- 
down in which case the process begins again with a new set 
of investors. 

During the entire process, the overall health of the econ- 
omy can also have a significant effect. If, during the privati- 
zation process, pressure is put on the country’s currency, 
international investors may decide to pull out or to ask the 
state for concessions. The concessions may reach critical 
levels, forcing the state to abandon the sale. Regardless of 
the political institutions under which privatization is carried 
out, it is a process that requires a long and sustained series 
of actions that continually test the governments resolve. 

Structural reasons may also delay the privatization of the 
state sector once the decision to privatize has been made. 
Inadequate infrastructure may drive the price of the SOE 
below acceptable levels. The condition of the communica- 
tions network is usually a central consideration. For exam- 
ple, in most Latin American countries the waiting period to 
have phone lines installed is months or even years. Obtain- 
ing connections once the lines are installed remains a prob- 
lem in some areas. In Maracaibo—the center of Venezuela’s 
vast oil fields—it is often difficult to obtain an international 


circuit: “During heavy rainstorms (and this is a tropical area 
with frequent and severe rainstorms), the lines that are 
available may go out for several days” (Miller 2000: 196). 
Another essential element is the presence of a cheap and 
reliable source of electricity. If this source of electricity is not 
available, potential investors will discount the profitability 
of the enterprise. Governments may be forced to improve 
the electrical grid in order to raise the price of the SOE. 
Finally, transportation is an important consideration. If rail, 
air, road, or water transportation is inadequate, the state 
may be forced to undertake significant infrastructural 
investment before undergoing privatization. 

The attempt to privatize Uruguay's telecommunication’s 
giant Administracion Nacional de Telecommunicaciones 
(ANTel) illustrates these problems. Campaigning on a plat- 
form that included privatization, Luis Alberto Lacalle won 
as Uruguay’s president in 1989. Lacalle endeavored to make 
good on his denationalization promise by signing decrees 
718 and 720 in 1990, authorizing the sale of ANTel by the 
end of 1992. ANTel seemed a perfect candidate to attract 
investor interest. Unlike other telecommunication firms in 
the region, ANTel had one of the best performance records, 
obtaining high customer satisfaction ratings. It also earned a 
15 percent rate of return on capital, indicating an efficient 
use of financial resources. Moreover, it adopted the latest 
technology from Europe, Japan, and North America 
(Molano 1997: 67). In fact, ANTel contributed surpluses to 
the government’s fiscal accounts (Molano 1997: 69). Not 
surprisingly, more than forty firms expressed interest in the 
sale. Despite Lacalle’s efforts to denationalize, and foreign 
interest in ANTel, the state continues to operate it. 

In contrast to the speed of policymaking normally asso- 
ciated with the honeymoon period, privatization is a delib- 
erative process that requires many intermediate steps. First, 
Lacalle needed the approval of Congress. Lacalle sent the 
legislative package outlining the privatization package to a 
receptive Congress on July 15, 1990. However, the Cham- 
ber of Deputies took more than a year to pass the legislation, 
and with some modifications. The importance of a new reg- 
ulatory body for the telecommunications industry also 
delayed the legislation. Second, the government hired Booz 
Allen & Hamilton, an international consulting firm, to 
assess ANTel’s assets and design the privatization program. 
Third, Lacalle appointed the Managing Director of ANTel, 
Rosario Medero, to direct the privatization program, retain- 
ing Morgan Grenfel, an investment bank, to structure the 
financial aspects of the sale. The next step included pre- 
qualification of prospective firms (Molano 1997: 73). 

The series of hurdles that had to be overcome in the 
process of privatization provided the opposition with time 
to organize, eventually leading to the cancellation the sale. 
In 1992, a coalition consisting of pensioners, leftist parties, 
and opposition factions grew as the pending sale neared. 
The coalition helped sponsor a referendum in December 
1992, where 78 percent of the electorate rejected the priva- 
tization laws. The referendum shelved privatization of 
ANTel indefinitely (Molano 1997: 76). 
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Uruguay's attempt to privatize ANTel shows that even 
under the best circumstances it is difficult for presidents to 
privatize during the first year or two of their administra- 
tions. Although Lacalle had a political opening and a recep- 
tive Congress, privatization is a process that requires many 
intermediate steps that can delay, or even cancel, the sale of 
state-owned firms. 

Finally, our estimates indicate the process of privatiza- 
tion may slowdown even when an incoming president fully 
intends to continue an already developed privatization pro- 
gram. A common assumption is that once the process of pri- 
vatization has been initiated, future privatization will be 
easier for incoming governments. Governments have 
learned the steps necessary to privatize and can easily follow 
them for future sell offs. However, there are many factors 
that impede attempts to privatize: new administrations 
must—in a sense—reinvent the wheel after an electoral 
cycle. Part of the explanation rests with who is appointed by 
the incoming government. A new leader will usually select 
policymakers, heads of agencies, and government officials 
who are new to their positions. The on-the-job training 
required of these officials delays policies even by policy- 
makers who want to hit the ground running. The complex- 
ity of carrying out privatization further complicates the ini- 
tiation of such policies at the inception of the government. 

Chile’s transition to democratic rule is a good example 
of how a change in a policymaking team affects the 
momentum for privatization. From 1985 — 1988, Chilean 
economists under General Augusto Pinochet's authoritarian 
govemment introduced sweeping privatization of SOEs in 
telecommunications, natural resources, electricity, and 
many other sectors. Although considered controversial at 
the time, the popularity of privatization grew until the end 
of military rule. When democratization retumed under 
Patricio Aylwin in 1990, many assumed that the govern- 
ment would expand privatization. Despite public support 
for privatization and Aylwin’s selection of policymakers 
who backed denationalization (e.g., Alejandro Foxley in 
the Ministry of Finance), privatization never regained the 
impetus it enjoyed in the 1980s. Although one might be 
tempted to attribute the subsequent slowdown in privati- 
zation to democratization, support for privatization had 
climbed to the point that many Chileans expressed support 
for selling off CODELCO, the state-owned copper com- 
pany (Meller 1993). 

By the time a new administration takes office, many 
changes may also have occurred that foment a backlash 
against privatization or make privatization a less salient 
issue for policymakers. The case of Colombia in 1994 illus- 
trates how economic reform can lose its momentum even 
when a new president from the same party as his predeces- 
sor takes power. Between 1990 and 1994, Cesar Gaviria of 
the Liberal party initiated several economic reforms includ- 
ing some limited privatization. When Gaviria stepped down 
from power, his popularity soared as Colombias economy 
flourished. However, his successor Ernesto Samper from the 
Liberal party, would never have from the Liberal Party, how- 


ever, Ernesto Samper would never have much opportunity 
to continue with Gaviria’s privatization reforms. Following 
his electoral campaign, accusations and taped evidence 
demonstrated that Samper had secretly accepted millions of 
dollars in campaign contributions from drug lords. Once 
Samper took office, privatization and economic reform no 
longer held much significance. Instead, Samper fought for 
his political life and put economic reform on the back- 
burner. Moreover, despite coming from the same party, 
Gaviria and Samper held different economic views. Gaviria 
favored market-oriented reforms while Samper tended to 
oppose such measures. That presidents are members of the 
same party is no guarantee they will hold similar economic 
policy goals (Hartlyn and Dugas 1999: 284-85). 

Lastly, legislative balloting usually accompanies presi- 
dential elections in Latin America. As the new president 
takes office, changes may occur in the composition of the 
legislature. The new legislature may now be dominated by 
an opposing party, a situation of divided government, or 
simply new members from the president's own party. In 
either case, privatization may not be a priority for the legis- 
lature or it may require greater skill to complete than other 
policies. Given the challenges the privatization process 
faces, it is hardly surprising that the negative honeymoon 
persists with each new government. 


CONCLUSION 


Previous work on the politics of structural adjustment 
suggests a number of sub-regime type factors affect the initi- 
ation and sustainability of neo-liberal policies. To test the re l- 
ative strength of these factors we specified a model of priva- 
tization that included a number of important economic 
control variables in order to evaluate the importance of party 
fragmentation, polarization, strength of the presidency, 
divided government, democracy, the honeymoon period, 
executive ideology, and democracy. Our results indicated 
that the level of debt carried by the state sector and the 
number of years in office were the only covariates strongly 
correlated with the rate of privatization in a given year. 

Results generated by our model imply there are impor- 
tant underlying limitations to privatization that are diffe r- 
ent from other policies associated with structural adjust- 
ment (e.g., lower tariffs, transparent financial markets, and 
the elimination of government subsidies in transpatation, 
industry, and agriculture). Successful privatization 
requires changes that run the gamut from establishing 
effective and stable regulatory institutions to providing an 
efficient and well-functioning infrastructure that guaran- 
tees future competitiveness for the newly privatized com- 
pany. Consequently, treating privatization as just another 
component of structural adjustment can lead to mislead- 
ing results and mistaken conclusions. When lumped 
together with other components of structural adjustment, 
privatization may obscure both the scope and speed of 
change associated with instituting important neo-liberal 
policies. Since so much of the privatization process 
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depends on factors not necessarily tied to political institu- 
tions—e.g., valuation of the company—it should be exam- 
ined as a separate process. 

Although the strength of the presidency, polarization, 
fragmentation, divided government, and ideology play no 
important role in determining the speed or extent of priva- 
tization in Latin America, they may matter for other policy 
areas important to the process of structural adjustment. 
While a fragmented legislature may play no role in privati- 
zation, it may have an important influence on the reduction 
of effective tariff rates or on the liberalization of financial 
markets. In addition to establishing whether polarization, 
fragmentation, the strength of the presidency, divided gov- 
ernment, ideology, or democracy influences denationaliza- 
tion, the results suggest we move in a different direction 
than dictated by previous work. Rather than disaggregating 
the independent variable—political institutions— further, 
much can be learned by disaggregating the dependent vari- 
able: structural adjustment. 

Finally, even though we found no positive relationship 
exists between privatization and a number of different polit- 
ical institutions, we also found that none of the usual sus- 
pects—fragmentation, polarization, strength of the presi- 
dency, divided government, ideology, and regime type—had 
a negative effect on privatization. Although in each country 
one or more of these factors surely delayed the process of 
privatization, the result does not hold for the Latin Ameri- 
can region as a whole. While they provide no road map— 
the estimates do not identify any sufficient or necessary con- 
ditions for privatization—our results lead one to be 
optimistic about reform in Latin America. Put simply, our 
results imply that privatization can occur under a variety of 
different political institutions and contexts. 
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